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State and Local Government
Receipt and Expenditure Programs

STATE and local governments, in rendering a host of vital
sprvices, eXercise mportent direct sand ndirest influsnces
upon economic activity. Im 1952, the more than 119,000
sach sovernments spent $26 hillion, an amownt a5 large as
fixed copital ontlays of nonfarm business and larger than
Federsl nondefense sxpenditures. »

A growing populer concem about the condition of the
Nation’s schools, bighweays, and institutions is directing

State and Local
Government Purchases
Exclsiva of war and deprassion pariods,

REAL per copita purchases have shown
a long-term upward trand . . .
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mcressed aitention to the taxation and expenditure programs
and the financiad position of these governments. & extent
to which improvements in facilisies are possible and might ba
provided within existing finsncial limitations is discuesed
in the Commerce Department’s new report, Markets after the
Diefense Expansion. The purpose of this article is to review
past receipta and oxpenditures and to throw some light on
the prospective fisenl and finaneiol position of State and leenl
governments as 8 whols.

The State and local government account

It is convenient to analyze the fiscal position of State and
local governments as a whole in terms of the consclidated
ax‘penﬁ‘i]ture omd receipt estimetes included in the nations!
income and product account, These estimates, presented
in table I, afe based orily upon com ensive data
fromm the 1942 Clenans of Governmenis and Cletsos data from
the annvat rummaries of city snd State finonces. In table 1,
governmentel revenues axe presented on sn sccrusl basis,

Purchases of ponds and services aceount for the bulk of the
expenditure total and in¢lude the capital formation of gov-
groment enterprises. Sales and current expenses of govern-
mant, ent ises sre exeluded from the table, but their
current surplus (excess of opernting revenues nver operating
outlays) iz shown as o deduction from expenditures. Thus,
the deficit or suiﬁlus presents o substaniielly complete
fiscal nicture for Biate vnd locnl government activities
including general government, government enterprises, and
trust funds.

Although a functional classification of purchases of goods
and serviees iz not possible en the basiz of available data,
the relative importence ¢ the two longesh categorics may be
indigated. Of the move than $23 billion of goods and zervices
purchased by State and local governments during 1952, about
thres-tenths were for public education purposes end cne-fifth
for etreets and roads.

A more ecmplete breakdown is shown for State governs
menta and cities over 25,000 population m the annual
Census reports for these units. ith respect to levels of

vernment, purchases by States acconnt for roughly cne-
%l‘:.lrd. of the total.

Expenditure Programs

Btate and locsl government expenditures have more than
tripled since 1929 with most of the rise oceurring in the post-
war years (gee chart). Although transfer payments, includ-
ing voterans' bonuscs, bave contributed to the increase, the
bulk of it went for purchases of goods and serviees., In
1952, State and lecal purchases reached their largest, cnnual
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total to date in fermy of either cwrrent or constent dollars.
When adjusted for prics increases since 1929, purchases
Tose three-fif ths.

Real per capita outlays

Roal per capite Stats and locel purohases incrassed at an
average annual rqte more than double that for real per eapite
nationai product in the two decades preceding the depression.
Real per copita &mhmes by Btate and local governments foll
sherply dunng tha depression and World War 11 so that their
present level is only slightly abave that for either the eavly
1930's or the yearsjust prior to World War I, despite a three-

ths increase since 1945. For the past 40 years as & whole
Teal per capite purchases by State and local governments have
inereased At an average gnowal rate of almost 2 pereent, enly
elightly above the average rate of growth in real per capita
gross national product.

Tha 1952 rate of real per capita construction outlay by
Hate and local governments, ﬂmggh five Hmes that 1o 1945,
was only slightly above that of 1930.

Thes proporion of gross national produect purchesed by
State and local governments has shown no consistent long-
term trends. Thuring the past four decades, the State and
local share of mational product hes averaged slightly more
than 7 percent, Thiz percentage was considerably higher
during both tha 192('s snd the 1030's. During the decedo
prior to World War IT, Stete and locel governments purchased
on the average more than one-tenth of the gross national
product. However, in the war period, this percentage wos
Teduced by more than half and despits its subsequent recov-
ay still remsins substantislly below the 1920, the 19307,
or aven the 40-year period as o whele.

New construction up sharply since 1945

Staie and local outlays for new construction are much more
volatile then their other pur of goods and services and,
as the chart shows, have flustuated considerably in tha‘;ﬂﬁst.
_ After expanding Yo an annual rate of more than §2.5 hllion
in the carly 193¢'s—in pact a enrryover of the building boom
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of the previous decade—outloys were drastically sug

during the following depression years., During World War IL
the overriding neads of the Federal Government resulted in o
reduction of capitel outleys to a level consistent with only the
most crifical needs. In both thesa pariods, the decline in
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total State and local government expenditures may ba traced
to the fall in eonstruetion outlays,

Yruring the %oatwar period, the rise in new construction has
been tapid. The large backiog of ulpmjeuta deferred dunnﬁ
ihe war and the favorable financial condition of State an
local governments were importent factors In the increase in
new construation from less than $1 billion in 1645 to more
than $6% billion in 1852. This figure, by way of comparizon
embstentially exceedad the value of all private industrial an
commercial construetion put in plues last yesr.

ar construstion coste heve, of eonrze, been an impor-
tant factor in the rise in current dollar outlays. Although the
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physical volume putf in place inereased annually in the post-
War a-::;od, the 1952 total was roughly one-third above that
in el 1930 or 19249,

Steady rise in current operation purchases

Stoaie and local expenditures for current operation, includ.
ing employes compensation and the bulls of other purchases
exeopt owtlay2 for new construetion, have shown an almast
st rize sinca 1924, and presently aceount for abousb
two-thirds of total purchases. These purchases n terms of
congtant dollars have pot declined significently even during
perinde of national emergency auch as the great depression
andd World War IT.

Sinca the end of the war, State and locel government
emﬂ;filnﬂmnt has incrensed by shout 1 million to almost 33
million in 1952, with both school and nonschool employment
eharing in the incrense. JIn the spme pericd, average annunl
eprninge have risen by more than 50 percent. As g resuit
of these two factors, employee compensation has more than
doubled since 1945, to the tﬁgrese.ut ampuat rate of about
$12 billion. Purchases for o eurreht operating purposes
bave moved similarly to pay rolls and lest yenr amonnted
to about $4.7 billion.

Highway and school programs

During st least the pext few years, further increases in
real pﬂrpuplmi{:mrchnses may be expected. The Arperican
Azpacigtion of Highway OMficials has estimmated that i would
cost over $30 biliion to bring the verious Fedaral-aid systems
to n condition of adequacy; a lmi'c additional expenditure
would be required to improve non-Federal roads and stroets,
A recent survey of public achool facililies estimeted school
eonstraction nesds to be of {he itude of $10 billion.
The need for improvement of hospitsle and other insti-
tatigns has likewise been reporied to he extensive,
Staffing, operating, and msintaining needed new facilitias
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implies hi smployment and opersiicg expensca—as well
asp blegnlu]:rin thg taaching, he;i'xgh, and other
spesialized perscomel. .

Drespite the rise m new conatruction during the postwar
period, only recently bave outlzys come io exceed the
ameunis necessary to mest newly-arising requirements for
facilities, and thus to ailow for improving the relationchip
betwoen existing facilities and requrements. The fpm:n‘::ulem
of acting on deferred requirements is essentinlly one of finance.

State and Local Government Receipis

In 1952, Btate and local governments raceived revenues in
axcess of 324 billiem, including $2.4 hillion in Federal grants-
in-gid. State and local new long-term debi floiations
ateotmted to more than $4 billjon, with most of this amount
going for new construction. L.

Unlike the Federal iox structure, which is hased largely
on individual snd eorporate income taves, Siate and local
governments depend upon indirect texes to provide the

creater part of their revenues. Counting rmscellaneous
noentax revepues from business, this ca ry, which includes
the general and selected sales taves and bulk of property

taz collectioms, accounted for more than two-thirds of total
reventes last year. . .

Personsl taxes and nontaxes yielded only dightly more
than one-sighth of the total reccipts, with individual income
taxes amonnting to less thaa $1 %il]'ion. Federsal gramnie-in-
aid—the largest part of which sre for Federal-aid highway
construction and public assistance purposea—hsve remainad
fquite stable sinee the middle thirtiss and account for about
one-tenth of totel receipts. The remainder s accounted for
by contributions to social instrance, chiefly retirement funds
for State and Iocal government employees,

Receipts relative to national output

Measured s & percent of the Nation’s totsl outpui of
goods snd services, the present burden of State and local
taxes is low compared with that during the 1330's when
State and local government receipts wera equivalent to mora
then one-tenth of national produet. This fraction
declined considerably during the war years, and since 1946
has been relatively stable at around 7 percent of mationnl
product, However, with the sharp rise in Federal taxation,
totel tax and nontax receipts of all governments in 1952 were
equivelent to more than ooe-fou of pational output as
compared with an sverage of close to 16 percent during she
1931 s,

Effect of price chenges lagged

Although State and locsl government receipts have almost
doubled since the end of World War 1, expenditures have
rizeh even mora ra.pid&z. ‘This situation may be traced in

art to the pature of the over-all tax structure of State and
ooal gi?lvmmﬁ enis, wchmgeshﬂ” thea of goods and ﬂﬂrﬂ;ii::
promptly reflect Em in the privata economy, thi
i3 wue 0 B much lesser extent on the reccipiz smide of the
State and local povernment account. This important differ-
ence msy be seen by examining the tax bases of the major
FeVERUS SOUTCES. )

Despite its steady decline in relative importance &5 4
revenue producer, the pro tax condinues to be the most
important single souree of State and local povernment re-
c&\ﬁm {sen t:ﬁla 2), While guly a few Stete governments
still derive a significant part of their total reesipts from the
general property tax, it provides more than one-half of local
govTerniment Teceipis,

The property tax buse responds to changes in business
eonditions, and hence price levels, only after 8 considerable
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time lag. In many communities, assessed valuations lag far
behind market values so that with 1ising prices the effective
tex rate declines, Present legal restrictions on {ex retes not
only wary considerably from Stata te State, but apply un-
equally within these political units.

Stafe and Local Government Receipts
and Expendityres on Income and
Product Account

Althaugh receipls have riten sharply sincs 1945 . . .
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on State and local government expenditures, Althou
States have besn providing an ineresasing proportion of the
total cost of public edncatien, the g{ub]ic gchool system still
remains primarily a loeal responsibility so that the general
property tax has continued and is likely to continus to be
the major source of funds for public schonl capital cutlays.
Thus, the effectivenssz of the property tax represents one

This property tax situation has had an important henrigﬁ
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of the factors in the present condition of the public school
plant.

With respect to the other major tax bases, culy the general
sales tax, the individual and corporabe incoms taxes, and
contributions for social insurance expand ot rates comparable
to that of the value of the gross national produchk. However,
currently these relatively new svurces of revenme together
account for only one-fifil of total State and local government

recaipts,

Diar revenus bases—including the property tax—which
aceount for about four-fifths of total recaipta either are little
affacted Ly ]griﬂa oh ot respond to them after & consid-
erable time lap. In ;ﬁe caze of the special excize taxes on
gasoline, liquox, and tobacco, the tax hase u expands
or contracts according to changes in volume rather than price.
Although this aspect contributes to the relative stebiity of
State and loenl receipts, particulmly in time of a business
downturn, the effective tax rate is reduced whenever prices
innrenss

Deficits and Surpluses

The State and local government deficit or surplus in the
meome snd product account reflects the fiscal situation of
theze governments only with respect to appregate receipts

. expenditures; deficita of about 31 billion have

Jatuary 1053

and itures, consolidating units with uses &
s wheh Ao e surpl nd

Due to their relative stability, State and local governmaent
receipts were sufficient to mu:i both the current nod capital
expenditures of these povernments for the period ufp the
1930°s as & whole, despite deficits in particular years and the
financial kardships andured by many political units.

During the war and early postwar periods, the situation
was particulerly favorable from the fiscal standpoint. As
& result of the suppression of purcheses, the relatively stable
State and local tax strueture produecad large annual surpluses
from 1940 through 1947, In fact, the cumulsted net sorplus
during this period amounted te more then $14 billion.

Since 1948, however, revenues hava not & pace with
ineurred
each year. Asindicated earlier, this a.hruyt ghift, in the fseal
situationwas the result of v combination of factors—incloding
the extent to which price in the private ecanomy
affzeted receipts and expenditures diﬂ'erean!fy‘, and the large
incres=es in capital outlays for new construetion.

Idebt and Liquid Assets

The larga surplus accumulated during the 1940-47 period
not only permitted reductions m State and local debt, but

State and Local Government Debt

Despite increases in Stafe
s0— and local gross debt in
recent yeors ., . .
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also resulted in the establishment of capital improvement
funds to provide for necessary construction which bad lo
been deferred. Stabe and local s debt, the bulk of whi
had been incurred during the 1920's In conoaction with school
and toad construetion grugmms, remained relatively un-
changed during the 1830's. However, after 1040, retire-
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ments exceeded new borrowings in every year through 1946,
reducing the grozs debt outstanding by more than $4 hillion
during thoese six vears. Local governmenis mceounted for
abont threefourths of this totsl reduction, as table 3 shows.

Debt up sharply since 1946

Sinee State and local movernment borrowings geperally
precede the expenditure of these funds, gross debt commenced
to increase prior to the change in the fiscal sifnation as re-
flected in the income and product account. In the six years
sinea 1946, gross State and local government debt has
increased by eloss to $14 billion to slmost double the amount
onistanding in that year. New long-term issues during this
period exceeded $20 billion,

Nonguaranieed debt up sharply

One of the important factors in this $14 billion rise in gross
debt has been the inereasing popularity of the toll revenue
and limited obligation bond method of finaneing, While
revenie honds have long been used throughout the savniry
t0 finance mundici owned utilities, the widespread
intersst in them &5 3 means to finance highway construction
iz & more recent davelopment.

Revenus bonds are secured entirely by the roceipts of
¥ariong government en izes, wherens Imited ablization
bonds are secured by the pledge of collections from particular
taxes, In either case, the bonds are nob backsd by the full

faith and eredif of State and loeal gevernments and have -

usually Leen marketed ooly at appreciebly higher rates o
interesi.
The nonguarantesd portion of gross State and local dabt

has more doubled since 1045 to about 5 billion in
June 1952. It has also increased in relstive imporiancs,
presently accounting for more thanone-sixth of the total.

his increasze is sétributable in part to the amount of toll read
and bridge bonds which were issved in this pariod.

The Burezan of Public Roads reports that toll bridige bonds
and tall rond bonds nccounted for more than two-thirds of
the $800 million rise in outstanding State bighway obligations
between December 1945 and December 1951,  Almost 3700
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million of additional toll bonds were sold dwring 1952
Revenue bonds and limited obligation bonda accounted for
almost all of the risa in State highway debt.  In addition
locad governments bhave isued more than $150 million of
toll-revenue bonds for highway purposes duving thaﬁ]:l:: 7
yezrs. Incr intersst in revenue bonds o e
parking centers in large cities may accelerate bhis rend.

The gathering momentum of the toll road moremont is
further Mlustrated by the fect that as of June 1952, there
were in éxistence only slightly more than 600 mifes of modern
toll roads buyilt at pon estimapted cost of 5.8 bilion. The con-
struction of an additional 1,000 miles estimated to coat more
then 51 billion was then either under wa or authorized. Ab
the same time, other toll road propo involving possible
omitlays of several billion dollars were receiving active con-
pideration.

Liquid assets rise fivefold since 1040

Although the necessary data are not available to show total
liguid assets of State and locol governmenis, the nitudo
invoived is indicated by ihe sum of their holdings of U. 5
sectirities and cash i banks, which aceounis for the buli of
the total. Stote and local securities held by Stato and loeal
rovernments are not included with Liguid assets since they are
netted out of gross debt. o ]

A= o result of the favorable fiscel stination during most of
the 1940z, the incressed holdings of sinking funds, sand the
net surplises realized by the expanding trust fundes, Siate
ind local government bank (eposits and holdings of U. &.
secuiities Tose {rom sbout $4¢ billion in 1940 to aimost $21
billiow. as of June 30, 1952 (zee table 4). Thess fgures do
not inclode tha deposits of States, corrently amounting to
more than $8 billion, with the 1. 8. Tressury in connection
with the unsmployment cnmpensahn?dpmgrm. Whilg it is
not possible to segregnte State liquid nsset holdings from
those of local governments except i 1851, avaiable daia
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sngprest that States expevienced the t relative incrense
in their holdinzs. Accordiog to the Census Bureau, total
cash and security holdings of States, cxcluding deposits with
the T, & Treaswry, amounted to more than $12 billisn in

. 1861,
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Although eniy & smoll part of the $21 billion total is beld
bf sinliing funds as offsets to long-term dabt, a eomparison
of the eurrent ratio of liquid assets to net debt with that
in past ta the improved finaneial eondition of
State nod local governments. Despite some decline in this
ratio I recent years, State mnd Jocal government holdings of
United States securitiss 2nd cash in baals in June 1952 were
much larger with respeci to their ontstanding net debt snd
operating cxpenses than in the prewar pertod.

A large part of these holdings is owned by State and local
employes retirement funds asnd various other sinking and
trist funds, and bence i not awvailable for expenditurs for

government purposes. However, it would appear
rorn (lansus reperts on the cash and security holdinga of
Btates and cities over 25,000 that probably dose to one-half
of the total remains after deducting offsets to Jong-term debt
and holdings of insurance and smployee retirement trust
funds. At the close of fiseal year 1553, State governments
nlone heid $7 billion of asseis after these deductions. Al-
though working capital requirements and other emcum-
branees accownt for part of those liquid assets which sre
neither in the form of offsets to debt nor held by trust funds,
the magnitude of the total suggests that a considerable sum
reclﬁmijm avuileble fo finance future current and eapital
cutiays

These cash and security koldings are of signifieance from
the standpoint of monetary and fiscal policy. Since they
represent an important part of tha total money supply, largs
shifta aa between the various types of asscts mu]ﬁ have

Jopunry 1958

marked economic consequences. In addition, the mers ex-
ietenca of assets of this megnitude would tend to reduce the
dependence of State and local governments wpon the market
Eﬂr new long-term capital in the event of a serious economie

Daia showing nopusl debb retirements, including sinkimg
fund requirsments, are not availoble; the trend of the burden
of debt servicing can be shown only in terms of the interest
charges. It does appear, howaver, that State and local dabt
retirement requiremients have Deen Telatively stable.

As the chart indicates, total interest charges have declined
relative to either Stato and loesl recsipts or golirulntmn duoring
the past two decadsz. With the relative decline in interest
charges as compared with reccipts, a decreasing share of
revenies has had to be devoted to this e. 'This down-
ward trend has continued, though at & slackened rate, despite
the large increnses in outstanding debt in recent years. One
of the factors in the relative decline in interest charges—
falling ar mterest rates—may work in the opposite
direction in the futvre. At present it appears that new capi-
tal may be available only at surqewhat%igh&r interest Tates.

The improvement of the Nation’s schools, highways and
other Statz and local government institutions e essentially
a problem of finance. Im view of the aver-afl financial posi-
tion of State and local governments, it wouid appear that
debt creatior opuld provida at least of the necessary
funds but this n;:i' raise problems with respect to legislative
and constitutional limitations on further debt end tax in-
arauses.

The Business Situation

{Continned from p. )

was sﬂuai to a.pgroxima.t.eijf 11.7 percent of fotel consumer
expenditures and that repsyment of installment debt was
ahout 8.5 percent of Jis la income.

Consumers satisfied thelr needs by the use of installment
aredit to a greater diﬁree in 1052 than o any recent Fear and
also more thar in the years immediately proceding World
WarII. Asucoroflary to this freer use of credit, metallment
debt yepayment abeorbed a | fraction of disposable
perscoal income 1952 than in aoy cecent year.

Effect of changing composition of purchoses

A part of the postwar growth of consumer credit is nee
counted for by the ending sales of goods customarily
sold on installment it. These are leroely durnble gnods,
with antomotive ucts giving rise to the 1 t volume
of credit and furnitnrs and other household squipment next
in importance. The accompanying chart shows the eoneri-
bution of the varicus types of geods to instaliment sale credit
outstanding. Whersse in 1945, 98 3 reselé of wartime con-
diticns, purchases of consumer durables aeccounted for 6.9
percent of total consumer outlays, in recent years the pro-
portion of durables has aversged nesrly double that amount;
the proportion spent for subomobiles and pares shifted fmom
le;;ﬂthmn 1 percent m 145 to slightly less thon § pergent in
1 .

Liberalization of terms

An important part of tha
credit s sacribable to the li

twar th of consumer
izniion of credit terma. "Tha

gize of the down payment is & major facior goverming the
amount of credit extanded while the total amount outetand-
ing is determined, in addition to the siza of the down pay-
ment, by the length of time permittad for repayment,

On thﬂr:;i auensmni sla:.;cu til:a end Gm:}id ar JE ?vl}eia?
CORENIma t cONtTo Ve ean =] PTOITREEL
more libern] eredits term= then those permitied i)jr Regulation
W have hean gromted by merchani= under pressurs of som-
petition. On each ocension, the volume of credit ontstand-
mg has grown rapidly under this siimulus to buying, In the
most Tecens of these thres periods, running sivee last May 7
there hes been the usual redugtion in down payments and
lengthening of repayment petiods. On automobiles, for ex-
m:nEie., indieations are that 24 montha is currently the pire-
veiling maturity period as compared with the 18-month
maximum in effect prisy to the suspension of Regulation W,

Credit use more widespread

There is some evidence thot the gr%purtiun of bt%gm wsing
credit is also continuing to expand. The Bonaxd of (Governors
of the Federal Reserve System reported in December that
gince the lifting of <redit controls last Mgii, mara durabla
ods purchases were being financed on credit than prior 4o
t time. This is particulardy Gue of new autmombilag
which an estimuoied 47 percent of all buyers purchased with
the nid of credit in 1961 preliminary date mdicate that o
congiderahly larger percen of new car purchases in 1452
have involved the use of oradit,



